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EDITORIAL
With the publication of this number of 
The Journal of Accountancy, the 
magazine completes twenty-five years 
of activity. The first issue appeared in November, 1905, under 
the direction of the Accountancy Publishing Company, an organ­
ization sponsored by members of the American Association of 
Public Accountants, predecessor of the American Institute of 
Accountants. For a number of years the magazine continued 
to make demands upon the purse of the founders, but they 
felt that the necessity for an accounting magazine was suffi­
ciently imperative to make it desirable to meet whatever loss 
might be entailed in the venture. Like most publications of 
its kind, it has passed through vicissitudes. It has been pub­
lished by separate companies and by the owners and, as a whole, 
success has attended its career. During times of depression 
there have been declines in volume of circulation and, conversely, 
in times of prosperity there have been substantial increases. At 
present the magazine is producing a profit to the Institute—but 
that is not the essential point. It is the desire of The American 
Institute of Accountants to encourage the dissemination of infor­
mation on subjects related to accountancy which it believes will 
be helpful to practitioners of the profession, to business men, 
bankers, lawyers and the general public. A period of twenty-five 
years is nothing in the process of geologic evolution, but it is a 
considerable age in the life of a magazine, especially in these days 
when new publishing ventures make their entrances and their 




The Journal of Accountancy
With Gratitude for 
Success
Several factors have been responsible 
for the success of The Journal of 
Accountancy. The chief of these is 
the success of accountancy itself, which in the period has grown 
from small beginnings to remarkable magnitude. A vast amount 
of interest has been aroused by the growth of this new application 
of accounting principles, although the principles themselves had 
been dormant for many centuries. The American Association of 
Public Accountants and its successor, the Institute, have carried 
on a continuous campaign of education and labor for the good of 
the profession, and this alone would have assured success for a 
magazine owned by such organizations. We have never been 
deeply impressed by the school of so-called journalism which 
reiterates words of praise received. It does not seem quite within 
the zone of modesty to publish encomia which readers in occa­
sional moments of appreciation or gratitude send to an editor. 
It seems a little like standing on the street corners and saying, 
“Behold me in my nobility!” or perhaps, “See me, influence­
exerting and destiny-controlling,” as Homer might have said. 
But it may be not altogether improper to express a sense of 
gratification that this magazine has lived to a ripe age and still 
retains the advantages and, we trust, the characteristics which 
have made it possible to prosper. The public has received the 
magazine graciously and it is pleasant to look back over the years 
in a spirit of autobiography. By no virtue of its own, perhaps, 
The Journal of Accountancy has lived and grown with a grow­
ing profession. As we come into the beginning of a new quarter 
century it is encouraging to remember what has been done as an 
earnest of what will take place hereafter. To all the men and 
women who have been friends of the magazine, whether of old 
or new adherence, we extend cordial thanks at this silver anni­
versary.
Probably the most noteworthy action of 
the American Institute of Accountants 
at its annual meeting, held at Colorado 
Springs last month, was the decision to 
appoint a committee for the purpose of cooperating with the New 
York stock exchange in the consideration of all problems which are 
of common interest to investors, exchanges and accountants. 
Elsewhere in this issue of The Journal of Accountancy, ap- 
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pears an article entitled Accounting for Investors which is the text 
of an address delivered by J. M. B. Hoxsey, executive assistant 
to the committee on stock list of the New York stock exchange. 
The address is published in full with appendices so that the entire 
record leading up to the committee appointment may be in the 
hands of readers. The paper was read by the author at Colorado 
Springs and was followed by a discussion in which many eminent 
accountants from various parts of the country participated. All 
the members and guests of the Institute who were present paid the 
greatest attention to the paper and to the comments, and it was 
evidently the unanimous feeling that a great advance would be 
made by the appointment of committees by the New York stock 
exchange and the American Institute of Accountants, which 
could bring about intelligent and effective cooperation.
In times of stagnant markets the public 
does not feel a vital interest in security 
markets, but when there are sharp rises 
or falls people who have investments or may have investments 
become aroused, and then comes the request for explicit informa­
tion for the guidance of investors and demand for the ameliora­
tion of any conditions which may be adverse to the general wel­
fare. There was a time not many years ago when every stock 
exchange maintained a sort of top-lofty attitude. There was a 
feeling, although perhaps not openly expressed, that the public, 
if the public objected, could be damned. But that time has gone. 
There may be an individual financial house here and there which 
still labors under the delusion of autocracy, but for the most part 
people, whether in finance or business, are beginning to find out 
that there is a common level of things and that to that level all 
will ultimately return. The committees which are to be ap­
pointed will not bring about perfection. They will probably, 
like most committees, fall somewhat short of the great expecta­
tions which accompany their birth. But if, as is to be hoped, the 
committees selected by the two organizations are strong and truly 
representative of the best, it is not too much to expect that they 
will bring about substantial benefits. They will no doubt devise 
plans for presenting the public with that sort of information to 
which the public is entitled and has not always had. Questions of 
technical accounting which have a bearing upon the valuation of 
securities should emerge from joint conferences of the two com- 
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mittees answered partly, if not completely. A stock exchange is 
supposed to be in a sense a purely mechanical clearing house 
without sentiment or partiality. An accountant, if he is really an 
accountant, stands in an equally impartial position. He is sup­
posed to present facts irrespective of the effect of their presenta­
tion. These two impartial agencies, on the one hand, and the 
extremely partial agencies which are responsible for the issuance 
of securities, on the other, should be able to strike a mean and 
afford protection to the people who have money to invest or even 
to those who feel an urge to gamble in the purchase and sale of 
securities. Everybody knows that the number of investors has 
increased within the past twenty years to a point which is alto­
gether amazing. The investing public which was originally a 
small section of the nation has spread to include folk in all walks 
of life. Men, women and even children engaged in gainful occu­
pations find themselves in a position to spare from their earnings 
something for storing away against the rainy day. Most of them, 
unfortunately, incline to the speculative rather than the perma­
nent form of investment, but, whatever be their chosen medium or 
method, they are entitled to have placed before them complete in­
formation in a way which they can understand. There have been 
repeated efforts to effect the desired reformation, but most of them 
have accomplished nothing and all of them, of which we have 
knowledge, have died away. This new attempt to bring about bet­
ter conditions may follow the same path but at the beginning 
it looks like something which will have good and lasting effect.
To the young men who are seeking ways 
and means whereby they may be en­
abled to reach the top of the accounting
How to Lure the 
Unwary
profession, we commend consideration of a multigraphed letter 
which has been sent to the business men of an eastern community. 
It is quite evident that the writer of the letter is one of the out­
standing men of the profession and the fact that we had never 
heard of him before merely indicates our abysmal ignorance. 
Merely changing a name or so and omitting some immaterial 
words, we quote the following example of how it is done:
“ Gentlemen:
“ No doubt you have at some time or other thought of having the books 
of your company audited. For your information we are describing the 
general or balance-sheet audit which is performed more than the detailed 
audit. The purpose of the balance-sheet audit is to verify all assets and 
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liabilities as of the date of your last balance-sheet and profit-and-loss 
statement. To do this it is not necessary that each and every item of 
your records be checked as is done in a detailed audit. For instance, if 
John Jones’ account should be given credit for Fred Smith’s cheque, your 
own bookkeepers will discover it in the usual course of work, hence it is 
unnecessary to pay a professional accountant a large fee for checking 
errors of this kind.
“ In the field of accounting we believe that we rank among the leaders. 
One of our staff was for years with the firms of Blank & Company and John 
Doe & Company. Another has been practising twelve years. The writer 
was connected with the Happy Audit Company for five years and has 
been practising individually seven years. With this wide and varied 
experience we offer extremely low prices with special payment terms if 
desired due to the fact that all our cases are under the personal super­
vision of a member of our staff.
“ Contrast this with the practice of the so-called leaders of the profession 
who entrust their work to a senior accountant and a number of juniors 
(usually school boys) all of whom draw a weekly salary whether they work 
or not and on top of this the heads of the firm must receive something all 
of which must be included in their charge to the client.
“We do not have any such condition confronting us and are therefore 
able to render balance-sheet audits for from $200 to $300, while other 
firms are compelled to ask a minimum per day charge of $15 for each 
senior on the case and $10 per day for each junior and if their fees are lower 
it is because they do not accept full responsibility for their case.
“After reading the foregoing we feel sure that you will readily see that 
our service is superior to that of other accountants and we shall appreciate 
it very much to have you keep us in mind at any time that you consider 
having your books and records audited.”
There is something appealing about this letter. It lays bare so 
many things that the public should know. For example, that 
delicate hint that the heads of an accounting firm must receive 
something from the profits of the concern will open the eyes of the 
public. It had always been supposed that the firm heads were 
satisfied with being just that without compensation. Then 
again, there is the question of price to be considered. Why pay 
$25,000 for an audit of a corporation when it can be done so much 
cheaper, and, as the writer said, so much better? The author of 
the letter has evidently been in touch with very large concerns 
because he has heard of firms which charge $15 a day for a senior 
accountant and $10 for a junior. It was indeed high time that 
someone should come forth into the daylight and expose the 
conditions of affairs.
In The Accountant (London) of July 
7 th last appears the report of a case 
involving an accountant’s claim for fees 
which will be of interest and not a little edification and entertain- 
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ment to accountants here. The case was one in which Slattery & 
White, London, sued S. A. Medwin, a ship-owner, for £150 pro­
fessional fee. The defense was that the amount claimed was not 
due because there was no employment of the plaintiff by the de­
fendant. During the course of the evidence it appeared that 
Mr. Slattery and Mr. Medwin had dined together at the latter’s 
house and that Mr. Medwin had mentioned the difficulty he was 
having with the revenue authorities about certain death duties. 
Later Mr. Medwin showed his father’s will to Mr. Slattery and 
told him that he would have to pay a further £600 as death duties. 
He asked advice as to whether that sum was really payable or pay­
ment could be resisted. It was agreed that Mr. Slattery should 
examine the will and, according to the testimony of Mr. Slattery, 
it was arranged that if he was not successful in resisting the pay­
ment on behalf of Mr. Medwin he would receive no fee, whereas 
if successful he would charge a “stiff” fee which, said counsel, 
was the method of payment by results. As a result of Mr. 
Slattery’s efforts the revenue authorities admitted that the £600 
was not due and in addition refunded to Mr. Medwin £257 which 
had been overpaid. Mr. Slattery then presented a bill for £150, 
which the defendant would not pay. This case is of the utmost 
importance as an illustration of the effect of the undesirable prac­
tice of contingent fees and we suggest that our readers who have 
access to The Accountant read the full report of the proceedings, 
which we have not space to reproduce. Certain extracts from 
the report, however, will indicate the sentiment of the bench and 
of some representatives of professional accountancy. For in­
stance, during the examination of Francis William Pixley, a well- 
known past president of the Institute of Chartered Accountants 
and, incidentally, a barrister-at-law, the following questions and 
answers occurred:
“What would your firm have charged for work of that kind?” 
“From what I have heard there was nothing done in this case by 
plaintiff that we should have taken up at all.”
“Would you regard what plaintiff has done as chartered ac­
countant’s work?” “No. The council of the Institute of 
Chartered Accountants has set its face against any legal work 
being undertaken by chartered accountants for payment. Of 
course, you can advise as a friend.”
“What do you say is the position with regard to payment by 
results?” “That is a matter that has come up on several occa­
sions at meetings of the council, and, from remarks I recollect 
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having heard, members consider it is unprofessional to accept any 
matter of business on payment by results. We do not think it is 
a proper thing to do.”
"Is it not permissible to allow payment of a varying nature in 
accordance with the results ? ” “You might expect a round figure 
to be proposed for certain work, but that is nearly always arranged 
beforehand. The most of our work is done and charged by time 
according to scale.”
“That is ordinary accountant’s work, but this case does not 
relate to that. This was exceptional work which gave rise to 
difficulty and unusual skill.” “I have not heard of any unusual 
work in this case.”
“It is the exception in your profession which gives rise to ex­
ception as to fees?” “Of course, we expect higher fees for high- 
class work such as acting as an arbitrator or amalgamating 
companies, etc., where greater skill and knowledge are expected. 
But usually work is based on the scale and time of principals and 
clerks. My firm does a great deal of income-tax work and we 
often recover large sums or assist in defeating large claims in as­
sessments for income-tax, but we never charge more than a cer­
tain scale for the work. We have a partner who deals with that 
class of work and he has often said, ‘ Here we have saved £600 
and can only charge 20 guineas.’ ”
“That is one of the incidental griefs of the profession. . . . 
Supposing you were promised a stiff fee for recovering, say £600 
or £800, what would you regard that stiff fee to be?” “The 
answer depends upon the work done and time spent.”
“That does not answer the question. What would a stiff fee 
be for work done?” “Perhaps 100 guineas.”
Mr. Pixley said there was no fixed scale laid down by the in­
stitute, but there was a well-known scale by which ninety per cent 
of the members worked. Of course, it might vary among princi­
pals and managing clerks.
“The basis is time?” “Yes, that is a workable basis for all our 
fees.”
“Cannot a man say, ‘I will pay you 1,000 guineas if you save 
me 5,000?’ What is wrong from the professional point of view in 
that?” “If learned counsel engaged in these courts worked on 
such a basis I imagine the bar council would have something to 
say.”
“They would.” “We try to model ourselves in our conduct 
and work on the bar.”
“Your profession rests upon the same common principles as 
those of the bar?” “Yes.”
“But, as a matter of mere business, there is nothing wrong in 
the suggestion I mentioned and there is no objection to it?” 
“No.”
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His Lordship added: “In the United States, for instance, it is 
common for people concerned in the law to work upon a basis of 
payment by results.”
Arthur Francis Sharp, a fellow of the Society of Incorporated 
Accountants, said he thought the work done by Mr. Slattery was 
worth a fee of 20 guineas. “I should have been glad to get 20 
guineas for it,” he said. He regarded what, in that case, he un­
derstood Mr. Slattery to have done as merely solicitor’s work for 
which he should not charge. Mr. Sharp added that if he had 
given advice on a solicitor’s matter he would not have charged a 
fee but would have hoped that, later, he might get some ac­
countancy work as a reward. Asked what he would call a stiff 
fee for what Mr. Slattery said he had done witness stated such a 
fee would be twice the ordinary fee, viz., 40 guineas. Giving 
judgment, Justice McCardie said there was no doubt that Mr. 
Slattery was engaged upon the understanding that he should 
be paid if his services benefited the defendant. After having 
heard the evidence and read the correspondence he accepted 
Mr. Slattery’s testimony about what happened. The corre­
spondence supported Mr. Slattery’s story of what the arrange­
ment was.
“Plaintiff,” he said, “is a member of a great body governed by 
rigorous rules framed with the object of maintaining the highest 
standard of honor and conduct. It is said of the plaintiff 
that, when he undertook to advise upon this matter, he 
went outside the range of a chartered accountant’s duties and 
acted, in substance, as a solicitor. The distinction between the 
duties of a solicitor and an accountant is sometimes difficult to 
draw and chartered accountants will forgive me for saying that, 
during the last few years, there has been a steady extension of the 
work undertaken by them. It is difficult to draw the line some­
times between those classes of duty, as I have said, and I will 
remark at once that I do not propose to decide the question 
whether plaintiff did a solicitor’s work or not—for this reason: 
I am here to decide the rights of two parties. Also, I have before 
me the royal charter of the Institute of Chartered Accountants 
and in clause 20, rule 5, there is power in the council to exclude 
from membership any person who purports to work as a public 
accountant and yet follows any other business or occupation 
which, in the opinion of the council, is not incidental to or is 
inconsistent with that of a public accountant.
“The words of that section are not quite clear, but there is no 
doubt that the council has somewhat wide powers of expulsion, 
and hence I do not decide whether or not plaintiff was guilty of 
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any breach of the rules of the charter. That is a matter that may 
call for further discussion elsewhere.
“The whole question is whether the plaintiff was employed by 
the defendant upon the terms of a monetary payment.
“It is irrelevant to decide to what extent it is against ethical 
considerations for a chartered accountant to work upon what is 
called payment by results and I do not propose to deal with that 
matter. As the council shapes the conduct of its members upon 
the traditions of the English bar it is for them to consider the ques­
tion whether or not such a practice of payment by results should 
be permissible. I would point out that, although the real basis 
is in accordance with work done and time expended by principal 
or clerk, there is no scale of fees which binds them. Many leading 
members of the profession charge very high fees for important 
and responsible duties. I offer no observation at all upon the 
evidence of Mr. Pixley and Mr. Sharp except to say that I fully 
appreciate that they desire to maintain the honor and traditions 
of their great calling.”
He added that he thought the fee of £150 charged by Mr. Slat­
tery was a “stiff” one. He thought that he would be doing jus­
tice if he ordered that the fee Mr. Slattery should receive for the 
work he had done for the defendant should be £75, which was 
ample. He consequently entered judgment for the plaintiff 
for £75 and costs.
When this case is considered in its 
entirety it becomes evident that nobody 
was satisfied. The public certainly 
could not have been impressed by the dignity of the accounting 
profession as exemplified in this instance, and the welfare of the 
profession was not served. And that, when all is said and done, 
is generally, if not always, the result of professional work done 
upon the basis of a contingent fee. Unfortunately, the state­
ment made from the bench in the case now under consideration, 
that it is common for people concerned in the law in the United 
States to work upon the basis of payment by results, is true, and it 
is one of the conditions most deplored by many reputable mem­
bers of the legal profession. The arguments for and against 
contingent fees have been written and rewritten, uttered and 
re-uttered and there is nothing new which can be said on either 
side, but occasionally it is helpful to have demonstration of the 
fallacy of the practice. When one reads the report of this case he 
must come to the conclusion that there is nothing to be said in
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favor of payment by results in case of professional work. The 
contention that without contingent fees many cases would not be 
brought to court is probably true. But then, on the other hand, 
it would be infinitely better if ninety per cent of the cases which 
come to court were never litigated at all. We have been in­
formed by an eminent member of the bar that the result of his 
investigation of the question of debt collections on a contingent 
basis showed him that in the history of half a dozen firms whose 
records he had been examining there was not a single case in 
which either party to the litigation had failed to lose. He ad­
mitted that lawyers had occasionally made substantial profits 
from the acceptance of contingent fees but he expressed the 
sentiment that if the public could understand the facts there 
would no longer be any willingness to undertake litigation in that 
manner. If that is true of lawyers, how much more emphatically 
must it be true in the case of accountants and their professional 
services. Some day, let us hope, all American accountants, not 
only those who are already pledged to observance of the Ameri­
can Institute’s code of ethics, will voluntarily refuse contingent 
fees. We hope for the good name of the American bar that it 
will follow the honored tradition of the bar of Great Britain.
From the pleasant city of Joliet, Illi­
nois, comes a letter enclosing a laundry 
list wherein are set forth all those arti­
cles of apparel to which the human race, male and female, is at 
present addicted. Everything from overalls to step-ins is listed 
and there is nothing unusual about the record, but the heading 
is luminous. In a wide, black border appears the designation, 
“American Institute Laundry.” The good friend who sends us 
this list says, “ I think it doubtful if that old Louis Joliet, tramping 
down the banks of Des Plaines river ever made a discovery com­
parable to this. I feel moved to go down and ask these people if 
they are prepared to live up to their name and take over from the 
committee on professional ethics its soiled linen.”
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